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1. Dtraschact boa
The finsmncial crisis experienced by Asian couwntries during the period of 19971998 and
the following global cnsis have proven banking governano: wesknesses o be a magpr
canse of the failure of this ndus oy (dehean of af, 2001 Zhuang ef af, 2000). Weaknes ses
in govemano: particulaly nclwde management that lacks an understanding of the risks
theyr take and boards that do not pay attenticn to thel rsk management function (FSE,
A2 QECTY 204y oversight of the rsk nmansgement function thiough banks™ nsk
govemance (RGOY) practices & extremely mportant, as stressed by the FSE 2012, Besel
Commiithes cn Banking Supervision (BCES, 2015) and OECD 2004). RGOV & a pant of
coFporate governanos deciions and actions that serve to ensure the effectivencess of risk
management (FC 20012).

Aecordingly, this sty & motivated by the mportano: of banking RGOV in pronmoting
effective risk management and enhancing stakehokler confidence. RGOV practices in the
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hanking mndustry are ako a highly important part of standard'general govername: for
several mepsons. Fist, RGOV B wseful for oprimal decision neking ehifed o risks
aned medmiies public comfidence n risk ronegement processes, Arwchures and decisions
(RGE, AR The megnitide of benefits of the RGOV practioes hes also encousagesd some
infemational fimancil nstiutons, such as BCES and FSH to mevise their coporate
mvemancs principks by nowporating RGOV (IFC, 3012

Secnmel, RGOV is o relevant messare of governance for the banking industyy; theseforne,
ampirical testing & important (Achi of of, 2002; Batragla and Galle, 2015 Nahar of o, 2006)
hecause benking activites ane riskier than non-finsmei] corporate adivites (IRGE 20081
Besearch comducted by Battaghn and Galle (2015 demonstrmted a positive nasket
sesessment of banks that have strang RGOV i the Chinese and Indisn capital misakets.
Henwever, to the best of the researchers” knowledge, resesach on RGOW using a ssmple of
ASEAN banks is still very Timited. Thus, research an the topic of RGO sl nesds 6o e
ampirically fested

This study foouses o using the method of scoring o nmessure the effectivencss of
RGO, In previous studies, the amalysis of RGOV wes Timited o the e of oortain prosoes.
For example, Bartagla and Galle @015) amabyzed the effect of strong RGOV on lanking
aock performence in Ching and ndia They used o greata number of the risk comnites
anel howe offen the rsk commiftee met as a proxy for strong governance. By contrest, the
esent study uses RGOV sores w5 a paecy for effective RGOV practioes, which e hesed
o the *(uidelines, of Corporate Govemanc: Principks for Banks™ by BCES, published on
July 3 A0 15 These soores, hawve the advemtageof heing babter able fo aoplain overal ] effective
rek bemking govemsmos than the porery used by Battaglia and Gallo 20151

This study uses 285 firm yesos of the ASEAN-5 enking namely, Indonesia, Maloysia
Philipgine, Singagore and Thailand over o fives yvesa period o nvestigane the effect of RGO
practios on bank profitability. This pper comsiders e Bswe of endogencity by csuring
the possbility of animverse effect on whether performianos encourages RGO practices. The
test resalts show the negative effect of management-levd RGOV stuchees on bemk
per formemee. However, there is no impsact of the cumrent overall RGOV, bosrd-level RGO
atruwctures, snd risk nansgement practices on bendk” cusrent performenos. This resench also
demonstrates the sensitivity analyss o strengthen our empinica] argument.

This resevoch & expecid to offer some novel contributions o the adsting Diters e
First, it is useful in wkrstanding RGOV structures and risk nemagoment practios,
Sl it providhes: an additional methadokegy by developing RGOV soores on the basis of
the “Guidelines of Corposate (overnance Principles for Banks™ (BCHS, 2015) The cal culaned
sooes fae itended o explan overall banking RGOYW practioss, in comirast fo the prosy
el by previcus stdies. The smdy is ako expected 0 highlight policy directions for
repubatos and standand-softers regerding the inportance of RGOV

The remeninder of the paper & organiesd as follows Section 2 reviews the relevant prios
sucics aned develops the hypotheses for the prsent shudy; Section 3 descoribes the
methadalogy; Section 4 reports the empirical results; smd Section 5 conchudes, the papes.

2, Literatare review and hypotheses develogimedt

21 Coneepual framavork: vl govemance Bt banking

The mometary orss that kit the Asim econony foward the end of the 19908 encouraged
awvemance refarms n Asi. Banking regulbstors and supervisors respondixd it by ssuing
provisioms regarding bemk health. However, the banking industry also nesds f0 enact risk
memagancnt o adedress potential risks that mey e One ool for achieving effective risk
memaganent & RGOV, which & a relatively new e and is “the subset of cosporate
avemance decsioms and actions that msure effectiver sk nanagement, ncluding oohesive
policies, guidanee, processes, and decsionrights within the area of k™ (FC X003,



A effective RGOV femework & essential for defermining the of exiEting
principls, muidelines and govanano: practices, s shown inothe QECT (200 4) Comm bies
repot o thee “Corporsate Govemenes Lessons fiom the Finsncial Crse”™ of 20090 In addition
o the CIECE, the FSE accepted the importance of RGOV by Bsuing a *Thematic Review an
Rk Governance” FEE ako enoouramed some standar d-setting bodies (such s the QEC,
Intematicnal Assocttion of Insurano: Supervisons, Intemationa ] Crgani zation of Scourities
Commissims and BCES) fo review the principles of govemance, taking into account
soamdd RGOV wactices. The FEBE @20013) further providedd an RGF thet refers to the roles
andd respomsibilites of boads, chief risk officers CR0E) and rek mena@ment functions
ias shown in Figure 11

The bacearel o divectors (B0 i in charge of establishing o benks risk appetite and sk
principks. In perfoming its duties, the BOD s sesistad by the Boand Risk Managemat
Commmintes: (RRMC), which oversees a benk’s nisk nemagement. Vanous nisk exposunes, nisk
profiles, risk comcentrations and frends are regularhy reponted by the BRME o the O and
senior mensgenent. The BEMC & supported by a nisk memaganent process ked by the CREL
This process & underfaben daily and ndependently mssesses oredit rek, marka nisk
cperational risk, Tguidity risk and other key nanagenent nisks The CRO alo monitors a
bemk’s risk profile, reponts i aotivities o the CEO and the beerd (BRME andioe BODY, and
mintains a direct rebfiomship with the BRMC Meamvhile, senior nanagement actively
manages nsk throwgh vanous sk management committes, such as the oedit and
Tigguidiry risk manegement commirtes Audit commirfes or aedit commites boand (ACH)
generally active ovarsight the i of intemal audits (1As) and reviews the 1A s
functiom, the soope of the annua] sudit plan and the frequency of LA aotivities. The ACH's
mesting mimkes, subseguently reporesd (o the BOD and BRME are to ensure effective

of infosmetion rebied o rek Bsues

Cidied by the FEB @013), the BCHES revized the “Principles for Enhancing Copoiate
Corvemance” publshed in October 2010 by Bsuing the “Conporate Governano: Principles
for Banks" in Juby 20005, The new guidelines were explicitly ained ot strengthening board
respomsibilivies inoremms of collective and responsibiity oversight on risk memagement,
risk cultuse, risk appetite and their reltionship with the banks risk capacity. These
RGOV guidelines, differ from previous guidelines in terms of expending the BODYs
responsibilitie s further defining the elements of a robust RGF, mcluding its relbtonship
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with business unit responsibilities, risk management feams and LAs (called “theee lines of
diefense”); providing ouidance for banking supervisors o evalate the members of the
e and senior nenagement and reviewing appropriate risk-besed  compensation
structures smed strengthening sound misk culure

RGOW guidelines offer 13 principles thar banks must implement and sdjust o the sie,
coirplendity, struchure, eoomomic significance, nisk profile, business mode] smd benk group
fif any L These guidelines weindy discuss the responsibil ities, queal ifications smd oo position
of the boank the responsibilites of senior nmanagenent; the govemance of the group
sructure; the sk communication undertaken by the benk o areate a strong risk cultuge;
the roles andd responsibilities of the complince and adit functions; compensation; the
discksure and fransparency of banking osganizstion governanos and the supeavisor moks

22 Oevall vish goversanies amd bk e fonmawe

In practice, a number of mege US enks have sought to adopt RGOV sinee 201 1 Several
subsequent surveys have reveabkxd the infhence of rekvelated govwernance on lanking
per formemes during the ghbal crisis (300720081, for exzmple, these comductod by EThl smed
Yearamilli 20131 Achi & afl 2012) and Srinives of al (2015] The profitabiliny of US benks &
infhienced by independent sk memnagement Elul and Yeranilli, 20035), and benks” stock
retumms are influencad by their RGOV struchures (Aeha ef al, 20020 In adelition, benks whese
the CRO divectly reports: to the hosed have bepter equity and higher stock returns eompared
with benks whese the CRO reports o aecutive mansgement.

S research has been comeducted om RGO i Asia, such s the study by Battaglia and
Gk £2015), who analyeed whether RGOY Jevels (with the number of risk oommm intes smed
frespuency of risk oommittes nmestings s proies) related o batter banking pes formemce n
China smel Indlise The result of the observation period of 2007-2011 jorisis period) showed
that rek commites sie was positively rebbed o retum on equity (ROE) and retum on
cesats (ROAL wherens the number of msk commines mestings & positively corelaned with
the market valstion. Simikrly, Nahar of of 2016) used the crisis period 2006-2012) and
povedd that RGOW wes positively related o the performemce of Bangladesh Tsted benks.

In oty st fo previons studies, this sty uses a RGOV ndex to measume banking RGO
o investigate the pesible positive impaect of RGOY on benk perfomence (ROAL
In awordance with agency theory, which suggests that cwporate RGOV con b one
mechanem that helpg solve agency problens and offers nemitoring took regaading how
hanks memage rsks. RGOV cm comvine: principals fmeestors) that the funds mvested in
the bemk concermesd will be well nmanaged, which will increase nvestment demand, bemk
gronwth smd bank stock prics. Inoother words, banks with offective RGOV tend to ey form
well Thus, the first hypothesis formulated for this study is ss folkas:

M Owerall RGOV practices: have o positive effect on banks” ROAC

A ef ol (2012 proved thet shese vahie wes rebted positivedy to thefroguency of mestings:
of sk communtes but negatively fo the number of commies members. Henoe, simphy
having a misk committes did nof seem tobe bmeficial for the bank s performance. However,
having & more dedicated commttes that mests nore frequenthy seemed fo positively affoct
the henk’s porfamence In generml empirical cxplnation of the relationship hotwesn
ctsihe boerd and banks perfommrano: has been mixed and incomchusine. On the one hand,
there wis a negative relaficmship (or no rebtionship) betwesn them besed on mana gl
hesgemcay theory e Erkens o al, X1 2 Pathan and Faff, 20013; Adams and Mehran, 20121
On the other hand there was a positive effect of the ndependent bosrd on bank's
performence due to reducing agney ost (Cha and Hesan, 20050

This study uses the afosementioned novel index of boand-kevel RGOV stuctures o
mesure the responsibilities, ndependence and competende of bosrd menibers and exam ine



bagamel saelectiomn, auxdit comimitfes, risk commithes and ocom pensation comimithe: members
Furthemmme, this resesorch mvestigates whether these RGOV stuctures. have positive
impeact cin heande peafonmanoe hesed on agmey theory. The second hypothesis formubted Gy
this research & as follws:

H2 B d-leve] RGOV structures, have s positive effect on bembs" ROA

The banking ndustry often requines a careful amalysis of its nsk nenagement function due
to it high leversge and high-risk charactenistics (ulkafli and Samad, 20071 The functions
of senicr risk mamagement under the direction of the CRO, complience and sadit in carmying
cat the treks must be ndependent of the aperational work unit. Accosding o Elhl and
Yerramal i 20031 & good RGOY sructure, strong and independent CRO ads q8 a proxy, &
abrle to redhice loans and nsk of non-perfomiing kans and inoese the share price of US
brge benks dusing the 2007 2008 oedif i

Furtharmoe, sk mansgement functions lad by the CRO must be acrdinsted to camy
ot ther compliznce function. The complince function addresses, complianee nsks and
memitors bank operations inaoordance with applicable laws, regulations and infernal
podicies (BCHS, 015, para 136). The bank’s responsibility to comply with risk management
resmulations through its compliance function is beneficea] in fems of creating conpetitive
advantage and esrning good reputation fiom cEtomers, ivestors and rating agencies
The tesks of complizmee function are more reventive @ andd, wheneas the ex posf tasks
are undentakon a5 pant of the 1A function. People conrying owt this: 1A function should have
expertEe in ssessng the effectivencss and efficiency of imternal contro ks, nskmema gament,
RGOV systens and risk processes, Minton ef af (2011) find that the nonexecutive dinector’s
finanaal expertise kvel & positvely related o risk-raking and benk stock perfornsanoe

In acoodancs with the above explination, RGOV strachures ot management kvel e
expected o decresse bank riks that afiect the banks valee These strctures supqpot
seniormamagemadt tasks by oomsidering rsk aspects Gk appetite), independent CROY, &5
well as ndependencs and skillk of the complionee aned 1A functions. Thus, the thied
hypothesis B as follows:

HE Management-levd RGOV strucnres have a positive effect on banks™ RO

Fingmeta] mstitwtions: ane required o establish a risk mansgement structure o mest the
resmulatory reguirements nferms of RGOW . Ther policies are expected to commumnicate the
clitai ks om invtenal RGOV that can drive better business, porformence (BCHs, 2015). Agency
thecey supports the importano: of RGOV in respomse mo divergencos betwesen shaoehokler
and mizmsgement intarest. Shanehoklers and menapars ey have diffoerent inferests inotems:
of auporate ohipctives and rek nanagement. Shareholders may peefer investments with
o risk and retum, wheress nemagment refers high-risk investment and high returns
Thus, agency theory emphasises the nesd for RGOY o align the interests of nanagers wit
these of sharcholders and ooty bate o the company™s finencial pesfomence Achi of al
2002, for examiple surgest that fsk nmansgement practioes (which see prosied with the
cliract reports from the CRO o CEO or board) con bocst a benk's ROE amdd stock refusns.

I relarion o the risk memagement practices in the formof compensation provisions, the
U5 and Ewrope Banks and financta] institutions, were requirad to eliminate oompensation
practices: that encmurage excessive rek-faking in 2000, which wis 8 mesponse of the
mmutuous finemcin] markets o the issuance of msk-bessd compensation. regulations
Furthemmome, the Besel Commutes ssuwed risk-basaed compensation guidelines in 2015 &
peat of its muidelines on bank RGOW_ An sapqeopeiste compensation stmucmre & espected to
ENCTAIT A IEmkagers o act in the nferests of the company and sharehoklers. Basad on some
of these srguments, the fourt hypothesis is o follows:

H1. Risk management practices, have a positive offect an embs” ROAC
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3. Methodology

a1 Sanehle sdecBon ol dafa s

This research sample wis selactod using o purposive sampling method and 285 fiecal repont
of commercia] banks Iened in ASEAN, ie, these of Indonesia, Makwsia, Philippines,
Singapore smd Thailandl The sample siee comprisad 57 enks mcluding 23 Indonesizn
hanks, 8 Malaysian banks, 9 Philippine banks, 3 Singaporesn banks and 8 Thai henks.
These counirics. inifiated the establshment of ASEAN and have instinufed the best
dhiscksare practices {arey o al, 20014, s well & showed @ sinificent eoonomie growth rate
aned its member nations are the main players of the ASEAN Eonomic Commumnity (EAC)
Tnsaesd cone ot tiveness Schweab, 20150 Indorm ation on the dischsure of RGOV vanabls
for anahtical purposes: wis hand-oollected] from annaa] repoets. Benbs ROA and other
comntre] vanabks were obfamed from annual firnea] statements 201020141 and stock
nerket data were faken from the BankSoope database published by Bureau van Dijk.

22 Ressarch desge amd vegression smodel
This resenrch wsesd content amalysis in developing sn RGOV indiess to messuse the disckhsune
of RGOV, The valility and relighility fests were done 10 messure RGOV ndex using a
Crombeach™s e vahe QG000 s “gooed” or “adequate™ Clark and Watson, 19951

The folkvwing nalrivarine regression nmodels were developed o test the effect of RGO
practios on profitabi iny:

+ Mol 1z effect of RGOW practices: on ek paofitahiliny:

R = an + 2 RGIWG +22 In SIEE; +23CAR: + 23 LAW: + 25 In GOP s+ &.

Beseapch hypothesis can b presentad in the form of statstics ass Hipls e =0 amed
expectations for comtral variabks ane ag = 05 g 2 Oy = 080 #0

= Mlodel 2: effect of RGO practioes by catemay on bank profitability:
ROA; = 3+ STRBOARD; 45, STRMGT ;: + 35 PRACTREM,

+ 1y ISIEE, +y5 CAR + vl AW, + 3 InGDF, + o,
Resesrch hypothesis con he presented i the fom of starstios sec Hip2: ¢ = 00 Hipi gy = 0
Hipdk vq = 0 amel expectations: for conirol vissbksanec =2 Ew=lnr 20

Table | presents the definitions and sources, of all variabks in the anpincal anabysis

A3 Rk godesnse Budex ()
Thi study wsed a self-omstructed RGEOYW indees 0 mesue the somes of REOW
dischksures for aach benk-vear RGOV These indexes were ssentially besed on
avemance guidclines isswed by BCRS (2015), which comprises 13 principks: the boad's
respomsibilitics, the board s qualifications and compesitions, e boagd’s own struchre smed
actices, the roles of senior managenent CEON, mvemance of goup struchre, rek
memaganent function, compliance function, LA function, compensaton, dsckhsuse amed
tremsparency and the mbks of the supervisor. The fist 12 of these principls were chosen
while the 13th principle wes aithed due to an aoternal RGOV procss In other words, this
sy cused moge on how the responsibilites of the bosrd (hoasd of oomm Bsiones
(ROCH, directors and memagement affocr RGOV,

This research bl ds indicators: that con sssess the esotent fo which ASEANS benks: apphy
rek memagement by nchiding a numbsar of seronal govamnance puidelines s follows:

1) Repubrion of the Financial Sarvices Aathor iy (PO ) comceming the implementation

of rek management and good comprate govemeane: for benking (12O 16
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FRACTRA  Soore of misk romng enen? practices, develped from * Arerml report
wackelines of et govermanee seaed by BCES (005
i kel evrriendnbx
&IFE Masaal kegamiden of to@l asseds 0 USE mdlkon) * BankScope
CAR CAR = (Tire Ore Capital + Time T Capin Rk i Arerml report Tahlel
Weghied At Kesiemrch vamiakdes:,
LAW Efiect of covmry b, demnemye vaniable, | = comenen ¥ Cemtral bvtelligenice VT ST O,
Err, G memn-coorenen b (oode e s ez bnwn) Agecy prechciions and
| OE Ml kegaridhen of real GIP per opita (U85 i Wirld Bl s somces
TPOTKOAZ016, S5POROAG, APOFM2015, SPOR032015) and Bank
Ilomesian Begulation (PED Moo 1119PEFA09 conceming the nisk mismsgement
carrification for memagenent and officers of ndomnesia commercial lanks.
(3 BMMEHRTPD 0299 sregarding the comporate govemance ssued in Augus X016,
and BNMBHGLOES efiective March 3013 regarding the RGOV by Bank Negara
Malaysia (BNML
(3 Guilelines on corporate govemance for fingmeia] holding companies, benks, diract
nsurers, reinsurers and caprive nsuras inoaporaed n Singapore ssued by the
Monetary Awthority of Singapore in Apel 2013 and the RGOV Guidsncs for Listed
Begards ssued by Comporate Govemancs Council, Singapore
(4 Principks of good corporate governance for lished companies 2012 ssaued by Stock
Exchange of Thaikmed
(5 Philippine comporate govamnance bluepeint 2015 isswcsd by the Seouritics and Exchange
i szion, Philipgpines.
The indles of RGOV practices: in this study produced 17 enitenia or itens grougeed into thrae
criterta, specifically RGOY stucture-bosrd Tevel, RGOW struchme-msnagemant evel and
risk mEnagenent ractics. Sooring on these iems were besed on thees evel, mamely, w
Eooge 1), medivm Seore Z) and high Sowre 31 Figure 2 explains the frmmework of RGOY
inclenes: using several stops.
Satihe N
il i the Dreierrrone
Y TR Cormpele the rsk: g enmince oo o mes [ —— ihe oritern
bl o e crtar m bowad onb et p et dev dio ped bry 15C ik * ELE TR .
bniewi mm ke .:,‘ (AN 3 ard msks rrosrogernen o vermonce L I the prscece Figure 2.
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Table 1L
Covemanee index for
R ssing Tl

e oo
RGOV rde
FOVETTR S S S e
A ris k rarageme o
e

Different roles and responsibilities of board systems betwesn ooundries that have ane-fiar
anel tworticr systens were a ko considered in this study_ The quality of RGOV practices wes
sesesge] by the toral soore for each bank Barth o al, 2007 Dedu snd Chitsm, 2003 the
higher the soore, the more dffective ane the bank’s RGOV practices, (Tablke 1L

a4 Confrol svarialles
This stwdy e the natural logarithm (In) of total sesets (n mdlions of USS o avoid
egtreme valuwes and data sbnomealities that could arise bocause due tofal assets value of
cach bemk wes quite birge. Fusthesmone, Besel 1 guidelines require banks o naintain an
adlepuate capita ] adequacy o (CARL 1f the bemks CAR value & below the ndninmem set
fhelow 8 perccntl it st be coreful in giving eredit, which could potentially kawves hemb
camings. A higher CAR value indicates a bank’s ahiling fo finanoe aparational activites,
which substantially contribares fo profigbainy.

Torcomvtrnl for the impact of different regulatory systene, this rescanch used the origin of
the kegal sysem on the esis of a dummy vanable which is common law vs civil ko

Evalamion criteria

A Rigk gorormmnce shrvchyere: boverd el ¢ Princifles J =3 = ST RBM R

L Are Boarnds responsthilfiges (BO0) diselsed talong ino acoant the nisk asgpeo?®

2 Age the hmrd menbers (500) ndependend, i oensored by the momiter of ndependent boords
(enameiss o ers) 3 B0 % do they have nisk o mgement competencies, as mensared by at the least one
memher of BOC having a risk moagement cesifeme o sk oomge rmend e eneree #

& Does the seletion proces of Bmnd cincidates (100C) asse s finen calindepen dence: and coonpet eree; the
revord of Evegrity and good repostiong and wihe e r there i mmoog bitime fo mery oot dhe msporedh i

4 k heaodt comemitee independ e, as memsaed by de oomber of Sdependent andit commistes
mremnthiers 3 50 % doss B oo at least mne penaon wiho s ogesse D fianee or oo ing?

i kithensk commistes ndependent, o mensared by ghe omber of incependent sk coonenittee mnemh ers
0% doss Bhave epestise I hanking risk mmgement, s memamed by ot kst one msd commtee
memmiher wigh A nisk memagement certfune?

fi k dhe compersa fon coomitee ndependend, as memared by fe momnber of depe noent resmneraSon
coanerEttee members 2005 does it mabme the reoronem gon Siling e accoo e nsds®

B Rk goeer mrmne shrachene: asraageaen ! toee ! (Friociples £, 6 &, JW: STRWGT
T Do ke @isiks of senior mamgement i mamaging bank activiges take in i aoocean the misk aspec
(risdle nppedte
& k gherean independem CRCHsk mama gement commemittes ) of ather exesemtve fomotions #
9 k dhecomplnee footion ndependent of the qpermtiional woork onet dioes # provide repoms on
coanpilianee s
I ke imtemal andt fonctin ndependent of the opemtinal work onig o prodesssona | member of the
anckinr or bave an imtermal aodior centifiemion; and dees i b e riskrelated acivity <ok, as e sored
by a sk o magemnent ce s ifome?

O Risk ssceamgeane vl frackioe s (Princiiks 58 11 FRACTRY

10 Do dhe msde mmagement mmennork cover e entire bonk g ensty (mdegmedi

. Do dhe CHROHExE Management CommestenFixk Direcios) repost a risk profile divecdy o the hmnd
(Board Rk Coommities or BOCKE

Do e boam] misk commitiee o semior mamgemend svakmie de s ficed by &e bank and all ns=k
profles ona regalr bass®

k e msk - lred indormaton comerremacnted o the nsk ooommettee boand and senee miama ge mend?
Do e repomting s yeem of e sk profle consin @mporant o d rosine Dfommaan?

Do e remmanemSon s et ooreader nisk-hased compereaon & evaloming the menmager’s
(b mwecoEve ) perfoen e e

. ke govemance discesarre delivered to stakeholders shmagh wreteates and anevm ] e poets?

E:l.rnu: BOES (L5 and ASEANG gedelnes: of bank govemance
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Ultimeatehy, & mavbura] o ithm (o) of real gross domestic prodwct G0F) per capita (in LSS
wis used s country kevelveriaible contmol o contral the eyclical cutput effect, which &
eypectid to have ather o positive o negative effoot on lank proficabdiny.

a5 Endogensily Siue

This stucy alsodid ot gnore the endogeneity issue as o commen Bsue and seros pobdem
i govrer e shwdies related o the comdusion of the rescerch results. Acoording i Heomialin
and Weisherh 200 hogred strctuse dieqonds: onothe company’s pest performeno:. Howeves,
this asodaton & likdy to be fake bomuse the ocoporate govemance structure ancd
performemncs ane determuined endogenously. We argue that this problem did not oocur inour
stuely for two ressons. First, peme] cstimation con potentialy smelorate the bis asing from
unohsavable hoerogenaty. Second, Wintold of al (2013 ako stated that resezach necsds o
comskler “dhmamic endogenedty”™ o avwoil bias problens. The tem “dymamic endogenein”
exlains how the compemy™s current per fommianee affects futune perfomismo: smd govemeance
Howerver, dymemie endogeneity & las problenatic bocsuse the henk's pest e fomm ance doss,
neit aiffect RGOV practes, for which the st and compesition of the beard save s prosices
ilems smed Mehrm, 20021 as well fs the nmiber of sk committess: aned exastence of a sk
managanat unit Mehar o of, 20061

4. Results

A4 Rk goversnaiee dichge vavialle (J00)

Tahle 1 presents the validity &0 using a significance level of 5 peroent with el 0113
285 observationsL

kemn Cmegory rhit MEn. Max Men low % Aeden % Hgh %

A, Risk goeerwmace shrackere: bovord beol (STREOARDY

1 Kespoosdtalities of hoarnd o4 1 I & 4 B 0 0Th MR MR TR
rernbers (E0C)
¥ Independerceand copetence O4E 1 I R A0 AR A1 EIAO Ml GEDT
of hoerd membiers
1 Selavion process of boand (12 C | I @G H oGl I B &3 Inds
memiter mndhdies
4 Andit momitee (KT Vil | I A 6 2N W I0dE HD  BTTR
5 Rk comiee [FRE Tl I X5 M OME & BT 1B BT
6 Compersmim coomite e (1ol I 18 456 BT I TOERE B 1333
B, Riésk gneersance shreciere: mosagement beal (S TRUWGT)
7 Serior omoragement o 1 P I . pa | TAT IR dE4E
& Chief risk officer dCRCh o 1 I D 2 o0 BE B IT 410G
% Complance fowson [FR I MR 42 MW B 4RE] A 4MdR
I Joviemal mackt fonedon (T 1= Lol I MR 13 48 By A8 @@ 1R
L. Résk serasrge ot fereckives f PRACT RY)
11 Ieegraied risk govermemn e nmme 1 I xa 71 MA TE MAT 1B 4TTR
12 CRFs reprting [Fh Sl I e 68 B A X6 1M §OE
13 RBskeabmtion by bordand G006 1 I xE N OIE Ml AT & HiE
% ETIOT K6 D6l gene I
14 Misk meming (board and senior 0350° 1 I ke 12 4H B 453 1M GOGT
IV L T )
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This study exchicdes itens not heving the valid values, amed the result of the reliability fest
shows that the coefficent value of Cronbach’s o & 665 The west average vahe for the
discksure of RGOV struchuses (board and management kevek) & 198, specifically for the
inslependieno: and responsibility categores of the compensation commitie: n evaliating
rerruemners tion B the BOC aned their committess by considering the risk sspect. This result s
meindy anributable to the fact that the megeity of banks, that is, approecamately 71 percent
088 per el donot comsider the risk when evalesting remunesation, which is pantionlzahy
e for beanks: in Indlonesia becmse comsidaration of rek was only regquirned by the Financal
Srvices Awthonity of ndonesia (0JK] starring in 20015,

The highest average vahes of RGOV structures, af the bosed leve]l (STREOART) smed
memagancent kvel ETRMGT) are found in the ndependence and competence category of
anchit eomrmithes membars, with a vahe of 286 which rdflects the faor that the nageiny
8 percent) of the sampls dischsed the number of independent audit commirte: meambers

50 percent of all sampks and that at the least one of them had expeneno: in
acoounting or finemet] practices. Indimesian banks largely dischss these onberin a5
coimiplizmes: with the disckhswre requisements requined by regulbafors (OJKL Panin Bank, for
eanpky discloses the ocompler oritenia rebred o independence and experience for the
acoounting or finsmee field during 30 10-201 4

b ke with Bl regubtion, the Audié Commmistes membership cumies $he blowing oitemia The
At Coommmitter comssts of at kmst 1 (one) bdependent Commissicner as Chazmmn, 1 fone)
bhdepemcdent Fasty nath oqperiee in fmnoe or acoamimg and 1 lene] Independent Pasty nath
opmise m hw or nnkmg [..-] [...] a0 mdependent pasty of at keast 51% of the iotal members.
Panm, 20, p 185)

The highest aversme value of the dischsure of RGO practices (PRACTEM) & found in
the risk communication category as 281 The lowest average value is the provsion of
comrpensation on the basis of risk-hesed performance that consistent with the sverage
resanlts of the sixth itent The survey results show that only 32 peroent of bank sanmples
disclose these oriteria. However, banks are mose likely fo dischse ther renumeration
stucture without considering the risk Gpproximately 63 peroent]l, and the remaining ones
cornot dischse anything related o senior-managenent remumerafion. Only two Indonesia
sgariples, CINVE Nigga and Bank Centra ] Asiz, reven ] the remumessticn stmucens e for senior
memagenent glirectors) esed on Askdbased performance, whereas all the Singaporesn
bemks dischse this mfommation. The following pesage from the DES benk's annual
repont reveslks the remuneration struchure taking into aocount risks for more than two
CORSEC Ve Yerrs:
The mboce betneen ned and vamable dements of fofl ompemsatson changes acondmg o
perbrmance, rank and himation. This & @ Ine with e F3B minapk of emswemng tht eomloee
meemiives remam bomed on prudent relkedalmmg and effedne omiol, dependimg oo #he
empkyees ke [...] 1t & amed at ineniveEng eomlovees wheee deasicns o have a makemal
mmpact m TS o adome appeepmne rele belmdours, These emploves: mchele senicemamgement,
ey persomme] at fusiness mits and semor comioo] stadl. (¥R, 2004, p 80

Figure 3 desoribes: the ndex avernge of RGOY structures discheure at the bogrd leyvel
ETREOARD). The disckeure kvel of the STRBOARD & quite high (40-100 pesoentl
Cwerall, Singaporesn banks have the highest disclosure level in all the categories except the
independeno: smd competence of boerd and risk commirtes categonies. This is folkwed by
Mabosizm, Thai and Indonesizm banks, primanly in ferms of the ndependence smed
commipetence of boards and sudit commitfess, s well as oerd esponsihilites. By contrest,
Philipgine banks have a very low dieckhsare of STREOARD for all catemories.

In aconrdames with, ADE @0041 the Singapore Tsed companies heve the highest soornes
in feams of “Responsibilities of the Bogrd™ due to the compeny making inpeovements n
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termis of bosrd responsibilities in acoordanoe with coporate governemo:  guklelines
feffective in 2012 The results of the AT survey alao show that these is an incressesd bogrd
cliggitican to review the sdequacy of ntemal contral and risk nenagement systems so thet
it hes a better misk-hased rsk management and compensaton plan fen

Figre 4 depicts the average index of RGOV stmucthure dischsare ar the mansgemant
kvel (STRMET) during 20010-2014. The STRMGT disdisure mate in thse countries is
hesttes than the STRBOARD dickisuse rate, which & S0- 100 paroent. Singaporesn banks
show the highest rae ntermes of dischsure inalnest all categores exoept for the edstene
ane independence of the CROL which is slightly Tower than thar of Malosian benks

Indcmesian banks revenl mone the padice of independonce and compesition of
compliance functioms. Inacoedsmo: with the ATE 2014) survey, severa] Indonesia listed
compeanies heve quality annual reporting due to omplisnee with crporate gvramance
muidelines. However, Indonesim banks have the bwest mte in tems of explicitly
dickring the responsibilifies of senicr mansgement and  ndependence of the CROL
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Fusthesmwore, Thai banks have anaverage STEMG T mite dischare shightly baver than that
of Philippine bemks for all cafegories.

In genesal the awsage diecleue rate of RGOV practics (PRACTREM) among
Philippines, bemks & the bwest comgeared with banks in the four other ASEAN countries.
Hemwever, the mofile repont by a CRO o the boand of Philippine benks & quite high,
approximetely 90 peroent, which & slightly less than thet of Singaporesn benks. Figure 5
ako ndlicates, that Indonesian benks are superior in temms of the kvel of sk disckhsue
submiitted by the mansgement o the bosrd and senicr mema gemendt.

By ocomirest, Thai bemks are saperior in disclosing the mtegrated govemance, being
sightly above Makysizn bemks. Consistent with the ATDHE 2014) survey, most Thai Tened
coiripeamies; disel s in dietail vedated party transactions and oorposste grouwp stuctune i the
anvgal report suggesting the comipemy is aware of noterial Bsues and rsks dhat meay affect
the bank and its subsidiaries.

Based an the caleubrtion of the RGOV index per vear, the quality of RGOV dischsuns
exchilbits am upward trend thaoughout the observation period. Alhough the level of REOW
discksure in Philippine banks & the bwest, the mand of this practice shows the fastest
incrense during XN0-2014.

Table IV ilustrates that the highest kevel of RGOV disclesure over five yesors oocured n
Singaporean bemks, followed bor benbs in Malaoysin, Thaikmd and Indonesiz, with the Jowest
Tevel oocurring in P hilipgpane banks. The high evel of temsparency sssoaabed with RGOY in
the Singapore and Makoysia benks that reflects the existence of specific guidanos on RGO
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ssued] by finemeta] istitetion regulators i these comiries. The Gorporate Govemanos
Coumeil inSingapore Bswed the “Rek Govemanos Guidameos for Listed Boards™ in My 3012,
anel the BAM (Makaysia) issued “Risk Governance™ guidelines in Manch 20013 These RGOV
auklelines encoursge listal banks o disclose ool esponsibiliies ekl o RGOV @5
recpuirexl In aeleliiom, in pocordance with AT the ranking resuls daring 201 1-2004 show
that Singaporesn companis have the highest soore o fems of “Dischswe and
Tramsperency” and “Responsibilities of the Bosrd”™ followed by compemies in Malaysia,
Thaitand, the Philippines and Indonesiz

4.2 MuFivariafe analsis
This study uses, feasible generalimed lesst squares, (FGLS) estimators with the results of
collinesarity shown in Tabde V.

Tablk V mcicates that ROA is significandy and positivel y comelated with bank sie
EIEE and the sie of capital or CAR. However, ovarall RGOY practices (REOVL RGOY
structuses, at the board levd STREOARD) and mensgement kvel (STRMGT) and risk
meanagement practices (PRACTRM) ane not found o be oomrelated with ROA. Legal system
variables (LAW] and country growth (GEP) are akso ot ooerelated with RO

The next step & testing the model using panel data. This sndy uses two resesach
el thet comneot b tested by fixed-effect methods becmse of the nesr-singular metris
A nenr-singular matrix is thowght o ooour because the data LAW and GDP contimucusly
remgin chwing the ohservatiom periodd, which can cuse an emor. Finally, after testing
the Lagrange Multplier, the estinaron method used & o commeon effect model or poalad
knst squere with FGLESaomingly Unoorrelted Regression (SURL FGLASUR & used
if the sructue of the vansnoe metrie and s residua] owvarinoe is assamed o he
hetemskeddastic and f there B a orosssection oomelation. Thus, the implicatons of
awtocorebtion and hetemshedasticities on panel data can be comected by the SUR
crnss-soction miedel A SUR modal with the FGLS method can ako give an crmos value
permor]l, bat this & snalls than that in a regression model with (LS method, if these &
awtocoreltion. Table VI provides the estimation sesults of the two reseanch models

421 Amalpsis of fhe effed af rish goversanee faadices an 0L Besed on Table VL the
coefficdent of H1 is insgnificant and negstive (with —00M ot p = 01680 which mans that
the RGOV structure does mot affect benk parfornemce. This finding & consistent with the
snedy of Love and Rachinsky 2015) and Falitah and Dickins 2012). There are thiee
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Motese KO, retom on assed, = die evel of ook perbemanee @ mamgng copam’s assels
R & dhe effective msle govemmnee practice. STREOARD & the boandevel nisk govermance stimociore.
STRMGT ix the ommagementlevel nsk govermance stochee PRACTEM = de sk mamgement
pactice. FSIFE is the ank sze CAR & de mpeal adegmoy mtio, LAW & de kgl spsem of
mich ooty GIP i dhe el gross domnes s e procdhoct per mpita. **and*** hdome sgrifimnce at b md 1
percent of kevels, resgpeciively
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Mobesr R, retoem om nssets, i the level of hemk perfommnee inmamging compan s ases RGOV & an
effetive risk govermance pactice, nchackng 1T erieria or e of misk g overmem ce pracic es coresnacted fom
packlines of msk govermance eoed by BOES (0 STREOARD & dhe board level mske govemimmee
s, Fcloding e reqonsihilite:, Ddependence and compeence of the boand, selecion proces of
tnrd membier and allcomeetee mndich e (o, nsk ond comp erention). STRAGT & de oo germend level
Exk gov emanee stractare gt incbades the rdes of smior manag eme & well as de tasie and ndependene e
of dhe CRO) complance and imdermal mo it fonotiors:. FRACTEM & the nsk rmmgement practice, mchodise
the groap stmactare, (G reponting, eponing prozess from the ssk mamgement fonegon to de board and
ST DR gemend, Enporan mnd morine Sk nfommdon and ns k- based perbomnee. BSIPE & de bank
sz o i et sl legarithen of dhe oal mees CAR S the mpitaladegmcy sitin LAW i a demeny variahle of
e legal sys e of mchcom sy, GO s the motoml kganthomof the el gross dom sdic prodocd permpita
e mte sgnifinnee at | percent of level, reqecively

arguments fo explain the resuls of this study. Fist, there is a pesibility of bg fime, so
arrent RO disclosures do not directly affect the cumrent ROA. Therefore, this study
comelucts alditemal esting by investigating the mpet of the previous pesiod RGOW
practioes on cumrent ROA. Thes ew model is called the dstributed-bgmodel Second,
Singapore henking observation may be one of the factoms becuse they have diffesent
charaeteristics from the observations of the fouwr other countries in termis of the advanoed
gock markets, value of GOP per capita and tofal assets above average. Acoosding o
Chieszans and Laeven @0M L these charnetenstics can affect profitabdiny. For this reason,
this sesezrch conducted robusiness festing by amitting Singapore henking ohsavations,

FimaThy, the RGOV inde: nchides several antmbutes, o sspects of RGOV, In some oses,
awvemance charactenistics can be a substitute for other antributes. In other ceses, they cn
comrplementeach other (Falantah and Dickins, 20013, For exanple, ROA is infhenced Ty risk
memaganent struchurs and the CEQ reponts directly fo the board (Aebi of of ) 20013
independent risk managenent (Ehl smd Yerramill L 2003) and the size of the rsk commnitte:
Batiglia and Galle 20050 Comersely, componies with better RGOV (for which
ecpuity-hesed compensation for CEOs seves, i a prosy) are oostly (Fahkenbaach and Stule,
217), and independent boards and boards having finencial expertise meduce hembk
per formemce (Erkens of of, 2012; Minton o of, 20111

422 Amalpgs of fie efed of hearddad r8b govermance Sracure o O Table VI
indicates: that H2 hes an insignificent snd pesitive coefficient (with 00004 a1 5 =0.1161
which menns that boerd-level RGOW strucnre does nor affect banks” ROA. In other words,
bosrd responsibalities, the ndependence and competencies of the board snd sucdit, sk smed
coimipensatiomn oo frees:, and the selection proaess of board member candidates: have veny
Timitedd ahility to explin the ROA. ConsEtent with previous: finding (Asouri of al, 2011
Elamer smd Benyazid, X018, biands generally fail o be responsible for nmonitoring risk
memagancnt. Board of Independent Conmissioners, despite bang an inportant element



of RGOV, cannet fully undertake supervision. The existence of an Independent BOC within
a compeny tends o be o omere formality o dencmsmane complisnee with. existing
regulations. Consistent with the ADE survey; the incffectivencss of supervision by the
Inglepandent BOC can be tracsd f0 strong conirol] by company founders and neegoriny
cwmership (Mam and Nam, 2006; Chai and Hasan, 2005). This finding & ako supported by
el that 70 percent of Indonesia bemks are ownexd by families so they are very vulnesable o
expropatation of ninonfy sharcholders. Similaohy, ASEAN snd Asia benking see gencraTly
cheractenzexd by significant state or family ovnerships: smd fragmented Banking strchunes
Pesivuras and Caganis, X007, Dulkafli and Samed, 20070

Ao inclependent boeaed com alo fail to mplement the effective oversight becmse some of
its memibers lack sufficient tinee This aspect is shown i the observartion resalt for Trem 3
(Tahle W) that the average discheure rebited tothe selction process: for bosed members 5
o (LOEL A Jow fime eommiitment cm resalt in ineffective nfomeation exchange betwoamn
the boards and nsk nemagement functicn. Thus, board level RGOV soructuses do not affat
the performence of ASEANS henks

423 Amalpsiz of Sie oot of sanggementlad rish goveranee sracture one S The
fest resalts for B3 ETREMEGT) shows that the coefficient value is 0006 (i = 00061 This
paorves that the offect of RGOV af the memagement level on RO is negative, although the
msgnitule of mpact & very small (weak msociatonl If & comssent with the findings of
Amnelries of all (2018) that there & a higher bank burden and decreased cos efficioncy whan
bemks in Easern Europe and Central Europe femerging econonies) have weak gvemance
structures, and risk management strchuses.

This stwdy indicates that disclosure of responsibility, indopendence and competence
reganding senior management, CROL complino: and 1A functions tads o desese ank
RO in the ASEANS countries, perticularly in melation oo higher operating expenses
Figomus and rigil supervisiom by mamagement fends o have e levels of oost and
technical efficiency. In other words, it is costly for bemks fo inplement a smict RGOV
structure, such & applying certain departments to mainfain relations with nvestos
Werreochia, 1983, D e ef ol AR In aooordsmes with agency theory, amfliors of nferes
betrwocen principa] aned sgent will generate agency costs, which include moniforing, bonding
aned residual bss. Such additional eosts, which tend fo decresse eamings, come from the
COHT st o Fernersti on expenses for the staff memibers st the menapement vel who
heve capabilities in aooordance with regulbtony requirements. Banks with a higher risk level
will comfigurate a nsk mansgement fimetion which & expected toensure ther risks will ke
ko, However, this system may incresse thair expense for exanmple, anployving CROs with
relatively burger sabarics compered to CEDs may not necessanly gussantes owa sk kevels
i James, 2001

424 Awalisss af fhe et of réh ssasagessesds fracties an O, The testing resulf of
4 showes there is o effect of rsk management practioe (PRACTEM) oo the benk peofic
ionetfficient vahoe is —001 at o= 07981 It memns that sk menagement practices, sach as
integrated govemanoe, CRO reports, repuber meetings and inmpontant risk mansagom ot
functicms and risk-besed compensation donot affect bank s BOA. This finding & consistent
with previous stuchies: (Pagach and Wamr, 2007 Minton ¢f all, 20041, but it cooviradicts with
the study of Enin ef af (2018 which proves that the implmentation of entenprise risk
mEnsgement B negatively related to ROA

Risk msmamemcnt pradices do not affet ASKANS banks” cornings hecage they e
ciffen umshale to cogee widh ek, which might ocour becsuse of for exanple, imitations in rsk
mesa s et fechnokegy that mey not beapphcabl: toall types of bands. Risk managemat
practices might ako be influenced by a behaviewal biss or owporate culnre. Risk
menggement practices i the fomm of compensation, which e apected to sueowsge the
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CECH to avoid potential reks to bog-tam peofit declines, cannot be proven effective
Fundamentally, menmagers ako profier riskicr projects: because of the potential for higher
et that will ubtimately neresse thelr compensation

25 Amalpgs of the effecf of condral vastahls o ROA . This study uses several oontrol
varahbks, namely, bank sz (nSIZEL CAR, the countny™s legal system (LAW) smed economy
gronyth (InGGOPL As shown in Table V1 bank sise has a significnt and positive effect on
hank porformemnce. Thus, the greater are the benk’s total mssets, the higher & the vale of
ROA_Thi finding & comsistent with the study of Bikker and Hu 2002) that larger banks
have more capahbility in funding ther operations and invesments or channeling funds
irakimg intoaoooundt the debitor’s ahil ity topayL Such activities have the pofential o incremsa
comrpetitivencss: and operating revenues, and thus have an inpact on corporate profits.
Lewge bemks akao benefit from eoonomies, of soale and economnies of soope that operate with
et of fhe non-inferest inoome, higher evernge and extensively use wholksale i
Thessa benefits can enconsage grenter revenue and profits (Becoalli o ol 20050

CAR also has a significant and positive effect on ROAL This finding sugresrs that bemks
with & higher CAR value sre more ahle to finanos operational activities, medntaxin sufficient
capital @ cover rEks and expemd erecdit, activites: that incresse ther potential paofitabilin
(ROAL This study ako finds: no differmo: inothe effedt of the kegal sysem (onnon bw vs
vl L) o RO Fusthesmose, GOP has a significans snd positive effecton BOA Consisent
with the findings of Madura 2015), Ongore and Kusa @013 and Berabat and Hussainey
013 shoowesd that GO hes: the potantia] to incresse domaznd and cradie quadity, and it hes o
positive effect on ok ofitabilioy. High GDP can ako mnoresse mdividual  moome,
expenclinme and msiness credit so that it will haveanimpsact on ncressing bank paofit hiling.

A3 Seresfady and adtdion analisE of e sad ressanch sodels

This sty re-estimsated all due models by removing Sngaporean banking obsenvations during
A0-2004 Srock mearkar geowrh, mesal GO per capata and high ofal sesats factors ane likely to
afiect the results neindy relbated o the estimation of o tes profitability (Chessens aned
Lagevan, 0L The (L5 regression resals: wane ako used o know the potentia] andogensing.
Tor fumrther i Thusstwsste howe a spunous effect could sese if thareisa dymamie rdationshiphetwesn
s performene: snd cwrrent govarmance, consider a simple model inowhich pest paramence
RO ) coses: chamges: in cunvent RGEOW practices, which mesms: that the (LS etinees
wanlel bz biasexd i the pest performance afiects thecusment values of RGO practices. We find
the mesules memein unchanged qualitatively (nof eporexd in the fable for reasons of spacel
Finally, we ako perimmed additiomal testing 1o mvestigate the possibility of & time e In
general, the tination results show a higher sdjused B and significant negative ofect of
aurten RGIW practices on ROA i the folkeving vesr. Comsistent with previous, findings
Echumit and Rodh, 1990 Adems: amd Mehman, 2012 Besakat and Hussainey, 2003 Enn of all,
18], the strict RGOV pracfices (or which risk commitfess: and sk mansgamont wniss seave
o pacedies) aoe sty inoaorordance with the concept of cocrdination s, oML TN
pobkns with bosed committes, and  expertise ardas. This comogst mexhuces the
per e oF pacfitabil ity in the folkeving yese

A0 Conclusions, implications, Hmdtations and future research

This sty imtendesd o exsmmine the disperity betwesn the discksure of RGOV structurs af
both the bosrd and mmsgement kevel as well s the disclsure of nisk management
practios. The smedy ako aimed to nvestigate the inrgaect of these dees RGOV practioes an
ASEAN-G ks perfomeanco: i messurad by ROA Accordingly, mdesces, were constmuicted
o expliin RGOWV practices: in line with the govermance guidelines sswed by fhe Basel
Commiitfes: e 2005 The shudy found ASEANS banks have implemented proceduses, in



accorckance with the Besel Comnuntes’s guidelines, although these guidelines ware anly
Bz in 2015 The levd of bank RGOV practice dischsure in the regions also demonstrates
a sufficient level and uptrend in the dischkeure level dusing the period of 2010-2014

Further test resuls showexd that there & no impact of board-kevel RGOV strucins: and
risk menagnent actices on benk per Dmence. However, there is the negative effect of
memsganat-level RGOY strucpure on peofitabd ity is inrebtive contrest to the eopectations, of
the Besd Comrattes. Tharetire, the mplication of these findings & the nnking repulstos
nexx] tor take nto account the obligatoms regancing the implrenttion of necesssay RGO,
perticulaly for smalbsimd bonks. Banks and fincncia] nstinutions also nesd to comsider the
prssibility of paying high-level compensation snd remunerstion o senior managers. Thus, the
ewitence of rek mensgoement and complizno: functivms can result s shight increess in
cperational costs and decresnsebank profis. Finally, the sensitivity fest resalt shows the same
result ss the main et demonsrating the mnsmess of the esuls

However, the developed RGOV ndeves, based on 12 of e 13 govemancs guidelines
publshed by the Besel Commiites: heve saveral limitatons. Fist, these RGOY ndeses: e
measae] solely based on the reseprchers” ahbility fo peobe mesuranents oF criterda thart
heve mevrer been fesed hefore. Second, it comcerns: the completencss of infumarion. This
shuddy relics on puhlicly available annua] reports @000-2014) withowt including additional
infosmeation beyond that comtained in abank™s annual report. The third limitation s mekined
o subjectivity and interpretation. This sty uses a qualitative appraach that invobres an
cescssment of the exrent o which a company has mede disclosures withowr confimed
avcuracy and cmpletencss. Therefore, future rescerch may omduct sooring. supposted
cliresct intarviews: with respective bank respondents.
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